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H 4956. 1

SUBSTI TUTE HOUSE BI LL 2447

St ate of WAshi ngt on 58th Legislature 2004 Regul ar Sessi on

By House Comm ttee on Fi nance (originally sponsored by
Representatives Sullivan, Lovi ck, Pear son, Me Coy, Hudgi ns, D.
Si npson, Wallace, Arnstrong, Wod, Chase, Linville, Upthegrove and
d i bborn)

READ FI RST TI ME 02/ 6/ 04.

AN ACT Relating to tax incentives for alternative fuels; anmending
RCW 82.68.010, 82.68.030, 82.04.4334, 82.08.955, and 82.12.955;
reenacti ng and anmendi ng RCW 82. 04. 260; addi ng a new chapter to Title 82
RCW creating a new section; repealing RCW 82.68.040; providing an
effective date; and providing contingent expiration dates.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. The definitions in this section apply
t hroughout this chapter unless the context clearly requires otherw se.

(1) "Alcohol fuel" has the sanme neaning as provided in RCW
82. 29A. 135.

(2) "Applicant" nmeans a person applying for a tax deferral under
this chapter.

(3) "Biodiesel feedstock”™ neans oil that is produced from an
agricultural <crop for the sole purpose of wultimately producing
bi odi esel fuel.

(4) "Biodiesel fuel" neans a nono al kyl ester of long chain fatty
acids derived from vegetable oils or aninmal fats for use in
conpression-ignition engines and that neets the requirenents of the
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Anmerican society of testing and materials specification D 6751 in
effect as of January 1, 2003.

(5 (a) "Eligible investnent project” nmeans an investnent project
that neets the criteria in (b) and (c) of this subsection.

(b) The |l essor or owner of a qualified building is not eligible for
a deferral unless the underlying ownership of the buildings, machinery,
and equi pnent vests exclusively in the sanme person, or unless the
| essor by witten contract agrees to pass the econom c benefit of the
deferral to the lessee in the formof reduced rent paynents.

(c) "Eligible investnment project"” does not include any portion of
an investnent project undertaken by a light and power business as
defined in RCW 82.16.010, other than that portion of a cogeneration
project that is used to generate power for consunption within the
manufacturing site of which the cogeneration project is an integra
part, or investnent projects that have already received deferrals under
this chapter.

(6) "Recipient" neans a person receiving a tax deferral under this

chapter.
(7) "Departnment,” "investnent project,” "manufacturing," "person,"”
"qualified buildings,” "qualified machinery and equipnent,"” and

"research and devel opnent" have the sanme neaning as in RCW 82.60. 020.

NEW SECTION. Sec. 2. Application, reporting, admnistrative, and
confidentiality requirenents relating to deferral of taxes under this
chapter are the sane as those in RCW 82.60.030, 82.60.040(2),
82.60.060(3), 82.60.070 (1) and (2), 82.60.080, 82.60.090, and
82.60.100 for tax deferrals for investnent projects in rural counties
under chapter 82.60 RCW

NEW SECTION. Sec. 3. (1) The departnent shall issue a sales and
use tax deferral certificate for state and |ocal sales and use taxes
due wunder chapters 82.08, 82.12, and 82.14 RCW on each eligible
investnment project, if the investnent project is undertaken for the
purpose of manufacturing biodiesel, biodiesel feedstock, or alcohol
fuel .

(2) This section expires the earlier of:

(a) July 1, 2009; or
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(b) July 1st of the fiscal year following the first cal endar year
in which the volune of biodiesel fuel manufactured in WAshington
exceeds twenty percent of the total of the volune of diesel fuel and
bi odi esel fuel mnufactured in Washington, as determned by the
departnment, in consultation with the departnment of community, trade,
and econom c devel opnent, using data reported by the federal energy
i nformati on adm ni strati on.

NEW SECTION. Sec. 4. Deferred taxes need not be repaid if the
departnment determnes that the recipient has nmet the requirenents of
this chapter for the seven cal endar years following the certification
by the departnment that the investnent project has been operationally
conpl et ed.

Sec. 5. RCWB82.68.010 and 2003 ¢ 261 s 1 are each anended to read
as follows:

Unl ess the context clearly requires otherwise, the definitions in
this section apply throughout this chapter.

(1) "Alcohol fuel" has the sanme neaning as provided in RCW
82. 29A. 135.

(2) "Applicant" nmeans a person applying for a tax deferral under
this chapter.

(3) "Biodiesel feedstock”™ neans oil that is produced from an
agricultural <crop for the sole purpose of wultimately producing
bi odi esel fuel.

(4) "Biodiesel fuel" nmeans a nono al kyl ester of long chain fatty
acids derived from vegetable oils or aninmal fats for use in
conpression-ignition engines and that neets the requirenents of the
Anmerican society of testing and materials specification D 6751 in
ef fect as of January 1, 2003.

(5) "Departnent" neans the departnent of revenue.
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A))(a) "Eligible investnent project” neans an investnent project
((+HA—anr—eHgible—-area)) that neets the criteria in (b) and (c) of this
subsecti on.

(b) The lessor or owner of a qualified building is not eligible for
a deferral unless the underlying ownership of the buildings, machinery,
and equi pnent vests exclusively in the sane person, or unless the
| essor by witten contract agrees to pass the econom c benefit of the
deferral to the lessee in the formof reduced rent paynents.

(c) "Eligible investnment project"” does not include any portion of
an investnent project undertaken by a light and power business as
defined in RCW82. 16. 010(5), other than that portion of a cogeneration
project that is used to generate power for consunption within the
manufacturing site of which the cogeneration project is an integra
part, or investnent projects which have already received deferrals
under this chapter.

((8))) (7) "Investnent project” nmeans an investnent in qualified
buil dings or qualified machinery and equipnent, including |abor and
services rendered in the planning, installation, and construction of
t he project.

((9Y)) (8) "Manufacturing”" neans the sane as defined in RCW
82. 04. 120. “Manufacturing” also includes conputer progranmmng, the
production of conputer software, and other conputer-related services,
and the activities perfornmed by research and devel opnent | aboratories
and comrercial testing | aboratories.

((283)) (9) "Person" has the neaning given in RCW82.04. 030.

((xH)) ((10) "Qualified buildings" neans construction of new
structures, and expansion or renovation of existing structures for the
purpose of increasing floor space or production capacity used for
manuf acturing and research and devel opnent activities, including plant
of fices and warehouses or other facilities for the storage of raw
material or finished goods if such facilities are an essential or an
integral part of a factory, mll, plant, or |aboratory used for
manuf acturing or research and devel opnent. If a building is used
partly for manufacturing or research and devel opnent and partly for
ot her purposes, the applicable tax deferral shall be determ ned by
apportionment of the costs of construction under rul es adopted by the
depart nent.
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((»1)) (11) "Qualified machinery and equipnent” neans all new
industrial and research fixtures, equipnent, and support facilities
that are an integral and necessary part of a manufacturing or research
and devel opnent operation. "Qualified machinery and equipnent”
i ncludes: Conputers; software; data processing equi pnent; |aboratory
equi pnent ; manuf acturi ng conponents such as belts, pulleys, shafts, and
nmoving parts; nolds, tools, and dies; operating structures; and all
equi pnent used to control or operate the nmachinery.

((x3y)) (12) "Recipient"” neans a person receiving a tax deferral
under this chapter

((24y)) (13) "Research and devel opnent” neans the devel opnent,
refinement, testing, marketing, and commercialization of a product,
service, or process before commercial sales have begun. As used in
this subsection, "conmmercial sales" excludes sales of prototypes or
sales for market testing if the total gross receipts fromsuch sal es of
t he product, service, or process do not exceed one mllion dollars.

Sec. 6. RCW82.68.030 and 2003 ¢ 261 s 3 are each anended to read
as follows:

(1) The departnent shall issue a sales and use tax deferral
certificate for state and | ocal sales and use taxes due under chapters
82.08, 82.12, and 82.14 RCWon each eligible investnment project ((t+hat
s located in an eligible area as defined in RCW 82.68. 010)), if the
investnment project is undertaken for the purpose of manufacturing
bi odi esel , bi odi esel feedstock, or al cohol fuel.

(2) This section expires the earlier of:

(a) July 1, 2009; or

(b) July 1st of the fiscal year following the first cal endar year
in which the volune of biodiesel fuel manufactured in Washington
exceeds twenty percent of the total of the volune of diesel fuel and
bi odi esel fuel mnufactured in Washington, as determned by the
departnent, in consultation with the departnent of community, trade,
and econom c devel opnent, using data reported by the federal energy
informati on adm ni stration.

Sec. 7. RCW 82.04.260 and 2003 2nd sp.s. ¢ 1 s 4 and 2003 2nd
sp.s. ¢ 1 s 3 are each reenacted and anended to read as foll ows:
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(1) Upon every person engaging within this state in the business of
manuf act uri ng:

(a) Wheat into flour, barley into pearl barley, soybeans into
soybean oil, canola into canola oil, canola neal, or canola byproducts,
or sunflower seeds into sunflower oil; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
flour, pear | bar| ey, oi |, canola neal, or canola Dbyproduct
manuf actured, nmultiplied by the rate of 0.138 percent;

(b) Seafood products which remain in a raw, raw frozen, or raw
salted state at the conpletion of the manufacturing by that person; as
to such persons the anount of tax with respect to such business shal
be equal to the value of the products manufactured, nultiplied by the
rate of 0.138 percent;

(c) By canning, preserving, freezing, processing, or dehydrating
fresh fruits and vegetables, or selling at whol esale fresh fruits and
veget abl es canned, preserved, frozen, processed, or dehydrated by the
seller and sold to purchasers who transport in the ordinary course of
busi ness the goods out of this state; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
products canned, preserved, frozen, processed, or dehydrated nultiplied
by the rate of 0.138 percent. As proof of sale to a person who
transports in the ordinary course of business goods out of this state,
the seller shall annually provide a statenent in a form prescribed by
the departnent and retain the statenent as a business record,

(d) Dairy products that as of Septenber 20, 2001, are identified in
21 CF.R, chapter 1, parts 131, 133, and 135, including byproducts
fromthe manufacturing of the dairy products such as whey and casei n;
or selling the sane to purchasers who transport in the ordinary course
of business the goods out of state; as to such persons the tax inposed
shall be equal to the value of the products manufactured nmultiplied by
the rate of 0.138 percent. As proof of sale to a person who transports
in the ordinary course of business goods out of this state, the seller
shall annually provide a statenment in a form prescribed by the
departnent and retain the statenment as a busi ness record;

(e) Al cohol fuel, biodiesel fuel, or biodiesel feedstock, as those
terns are defined in RCW 82. 29A. 135; as to such persons the anpunt of
tax wth respect to the business shall be equal to the value of al cohol
fuel, biodiesel fuel, or biodiesel feedstock manufactured, multiplied
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by the rate of 0.138 percent. This subsection (1)(e) expires the
earlier of July 1, 2009, or July 1st of the fiscal year follow ng the
first calendar year in which the volune of biodiesel fuel nmanufactured
in Washington exceeds twenty percent of the total of the volune of
diesel fuel and biodiesel fuel manufactured in Washington, as
determ ned by the departnent, in consultation with the departnent of
community, trade, and econon c devel opnent, using data reported by the
federal energy information admnistration; and

(f) Alcohol fuel or wood biomass fuel, as those terns are defined
in RCW82. 29A. 135; as to such persons the anpbunt of tax with respect to
the business shall be equal to the value of alcohol fuel or wood
bi omass fuel manufactured, nultiplied by the rate of 0.138 percent.

(2) Upon every person engaging within this state in the business of
splitting or processing dried peas; as to such persons the anount of
tax with respect to such business shall be equal to the value of the
peas split or processed, nultiplied by the rate of 0.138 percent.

(3) Upon every nonprofit corporation and nonprofit association
engaging within this state in research and devel opnent, as to such
corporations and associations, the anmount of tax with respect to such
activities shall be equal to the gross incone derived from such
activities multiplied by the rate of 0.484 percent.

(4) Upon every person engaging within this state in the business of
sl aughtering, breaking and/or processing perishable neat products
and/ or selling the sane at whol esale only and not at retail; as to such
persons the tax inposed shall be equal to the gross proceeds derived
fromsuch sales multiplied by the rate of 0.138 percent.

(5) Upon every person engaging within this state in the business of
making sales, at retail or wholesale, of nuclear fuel assenblies
manuf actured by that person, as to such persons the anount of tax with
respect to such business shall be equal to the gross proceeds of sales
of the assenblies nmultiplied by the rate of 0.275 percent.

(6) Upon every person engaging within this state in the business of
manuf act uri ng nucl ear fuel assenblies, as to such persons the anount of
tax with respect to such business shall be equal to the value of the
products manufactured nmultiplied by the rate of 0.275 percent.

(7) Upon every person engaging within this state in the business of
acting as a travel agent or tour operator; as to such persons the
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anmount of the tax with respect to such activities shall be equal to the
gross incone derived from such activities nultiplied by the rate of
0. 275 percent.

(8) Upon every person engaging within this state in business as an
international steanship agent, international custons house broker,
international freight forwarder, vessel and/or cargo charter broker in
foreign commerce, and/or international air cargo agent; as to such
persons the anmobunt of the tax with respect to only international
activities shall be equal to the gross incone derived from such
activities multiplied by the rate of 0.275 percent.

(9) Upon every person engaging within this state in the busi ness of
stevedoring and associated activities pertinent to the novenent of
goods and conmmodities in waterborne interstate or foreign commerce; as
to such persons the anount of tax with respect to such business shal
be equal to the gross proceeds derived fromsuch activities multiplied
by the rate of 0.275 percent. Persons subject to taxation under this
subsection shall be exenpt from paynment of taxes inposed by chapter
82.16 RCWfor that portion of their business subject to taxation under
this subsection. St evedoring and associated activities pertinent to
the conduct of goods and commopdities in waterborne interstate or
foreign conmmerce are defined as all activities of a | abor, service or
transportation nature whereby cargo may be | oaded or unloaded to or
fromvessels or barges, passing over, onto or under a wharf, pier, or
simlar structure; cargo may be noved to a warehouse or simlar hol ding
or storage yard or area to await further novenent in inport or export
or may nove to a consolidation freight station and be stuffed,
unst uf f ed, containerized, separated or otherwise segregated or
aggregated for delivery or |loaded on any node of transportation for
delivery to its consignee. Specific activities included in this
definition are: Whar f age, handling, |oading, unloading, noving of
cargo to a convenient place of delivery to the consignee or a
convenient place for further novenent to export node; docunentation
services in connection with the receipt, delivery, checking, care,
custody and control of cargo required in the transfer of cargo;
i nported autonobile handling prior to delivery to consignee; term nal
stevedoring and incidental vessel services, including but not Iimted
to plugging and wunplugging refrigerator service to containers,

SHB 2447 p. 8



© 00 N O Ul WDN P

W W W W W W W WPNDNDNDNDNMNDNDNDDNNMNDNNMNMNMNNMNPEPPRPPRPPRPPRPERPEPRPPRPPERPE
N o oA WNEFE OO 0o NP WDNPE OO oo N O P wWwDNNEe o

trailers, and other refrigerated cargo receptacles, and securing ship
hat ch covers.

(10) Upon every person engaging within this state in the business
of disposing of lowlevel waste, as defined in RCW 43.145.010; as to
such persons the anmobunt of the tax wth respect to such busi ness shal
be equal to the gross incone of the business, excluding any fees
i nposed under chapter 43.200 RCW nmultiplied by the rate of 3.3
percent .

If the gross inconme of the taxpayer is attributable to activities
both within and without this state, the gross incone attributable to
this state shall be determined in accordance with the nethods of
apportionnment required under RCW 82. 04. 460.

(11) Upon every person engaging within this state as an insurance
agent, insurance broker, or insurance solicitor |icensed under chapter
48.17 RCW as to such persons, the amount of the tax with respect to
such licensed activities shall be equal to the gross inconme of such
business multiplied by the rate of 0.484 percent.

(12) Upon every person engaging within this state in business as a
hospital, as defined in chapter 70.41 RCW that is operated as a
nonprofit corporation or by the state or any of its political
subdi visions, as to such persons, the anmount of tax with respect to
such activities shall be equal to the gross incone of the business
multiplied by the rate of 0.75 percent through June 30, 1995, and 1.5
percent thereafter. The noneys coll ected under this subsection shal
be deposited in the health services account created under RCW
43. 72.900.

(13)(a) Beginning October 1, 2005, wupon every person engaging
within this state in the business of nmanufacturing comerci al
ai rpl anes, or conponents of such airplanes, as to such persons the
anpunt of tax with respect to such business shall, in the case of
manuf acturers, be equal to the value of the product manufactured, or in
the case of processors for hire, be equal to the gross incone of the
busi ness, multiplied by the rate of:

(1) 0.4235 percent from Cctober 1, 2005, through the later of June
30, 2007, or the day preceding the date final assenbly of a
superefficient airplane begins in Washi ngton state, as determ ned under
RCW 82. 32. 550; and

p. 9 SHB 2447



© 00 N O Ol WDN P

NNNNNNRRRPRRRRRRR R
g A W NP O O 0o ~NO U A WDN - O

26
27
28
29
30
31
32
33
34
35
36

(i1) 0.2904 percent beginning on the later of July 1, 2007, or the
date final assenbly of a superefficient airplane begins in Washi ngton
state, as determ ned under RCW 82. 32. 550.

(b) Begi nning Cctober 1, 2005, upon every person engaging W thin
this state in the business of making sales, at retail or whol esale, of
commerci al airplanes, or conponents of such airplanes, manufactured by
that person, as to such persons the anmount of tax with respect to such
busi ness shall be equal to the gross proceeds of sales of the airplanes
or conponents nultiplied by the rate of:

(1) 0.4235 percent from COctober 1, 2005, through the later of June
30, 2007, or the day preceding the date final assenbly of a
superefficient airplane begins in Washi ngton state, as determ ned under
RCW 82. 32. 550; and

(i1) 0.2904 percent beginning on the later of July 1, 2007, or the
date final assenbly of a superefficient airplane begins in Washi ngton
state, as determ ned under RCW 82. 32. 550.

(c) For the purposes of this subsection (13), "conmerci al
ai rplane,"” "conponent," and "final assenbly of a superefficient
ai rpl ane" have the neani ngs given in RCW 82. 32. 550.

(d) In addition to all other requirenments under this title, a
person eligible for the tax rate under this subsection (13) nust report
as required under RCW 82. 32. 545.

(e) This subsection (13) does not apply after the earlier of: July
1, 2024; or Decenber 31, 2007, if assenbly of a superefficient airplane
does not begin by Decenber 31, 2007, as determ ned under RCW 82. 32. 550.

Sec. 8. RCW82.04.4334 and 2003 ¢ 63 s 1 are each anended to read
as follows:

(1) I'n conputing tax there may be deducted fromthe neasure of tax
anounts received fromthe retail sale, or for the distribution, of:

(a) Biodiesel fuel; or

(b) Alcohol fuel, if the alcohol fuel is at |east eighty-five
percent of the volunme of the fuel being sold or distributed.

(2) For the purposes of this section and RCW 82.08.955 and
82.12.955, the follow ng definitions apply:

(a) "Biodiesel fuel" neans a nono al kyl ester of long chain fatty
acids derived from vegetable oils or animal fats for use in

SHB 2447 p. 10
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conpression-ignition engines and that neets the requirenents of the
Anmerican society of testing and materials specification D 6751 in
effect as of January 1, 2003.

(b) "Al cohol fuel" neans any al cohol made from a product other than
petrol eum or natural gas, which is used alone or in conbination with
gasoline or other petroleum products for use as a fuel for notor
vehicles, farminplenents and machi nes, or inplenents of husbandry.

(c) "Distribution® neans any of the actions specified in RCW
82. 36. 020( 2).

(3) This section expires the earlier of July 1, 2009, or July 1st
of the fiscal year followng the first calendar year in which the
volune of biodiesel fuel manufactured in WAshington exceeds twenty
percent of the total of the volune of diesel fuel and biodiesel fue
manuf actured in WAshington, as determned by the departnent, in
consultation with the departnent of comunity, trade, and econonic
devel opnent, wusing data reported by the federal energy infornmation
adm ni stration.

Sec. 9. RCW82.08.955 and 2003 ¢ 63 s 2 are each anmended to read
as follows:

(1) The tax levied by RCW 82.08.020 does not apply to sales of
machi nery and equipnent, or to services rendered in respect to
constructing structures, installing, constructing, repairing, cleaning,
decorating, altering, or inproving of structures or nmachinery and
equi pnent, or to sales of tangible personal property that becones an
i ngredi ent or conponent of structures or machinery and equipnent, if
t he machi nery, equipnent, or structure is used directly for the retai
sale of a biodiesel or alcohol fuel blend. Structures and machinery
and equi pnent that are used for the retail sale of a biodiesel or
al cohol fuel blend and for other purposes are exenpt only on the
portion used directly for the retail sale of a biodiesel or alcohol
fuel bl end.

(2) The tax levied by RCW82.08.020 does not apply to sales of fuel
delivery vehicles or to sales of or charges nade for |abor and services
rendered in respect to installing, repairing, cleaning, altering, or
i nproving the vehicles including repair parts and replacenent parts if
at | east seventy-five percent of the fuel distributed by the vehicles
is a biodiesel or alcohol fuel blend.
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(3) A person taking the exenption under this section nust keep
records necessary for the departnment to verify eligibility under this
section. The exenption is available only when the buyer provides the
seller wwth an exenption certificate in a formand manner prescribed by
the departnent. The seller shall retain a copy of the certificate for
the seller's files.

(4) For the purposes of this section, the definitions in RCW
82.04. 4334 and this subsection apply.

(a) "Alcohol fuel blend" neans fuel that contains at |east eighty-
five percent al cohol fuel by vol une.

(b) "Biodiesel blend" neans fuel that contains at |east twenty
percent biodi esel fuel by vol une.

(c) "Machinery and equi pnent” neans industrial fixtures, devices,
and support facilities and tangi ble personal property that becones an
i ngredi ent or conponent thereof, including repair parts and repl acenent
parts that are integral and necessary for the delivery of biodiesel or
al cohol fuel blends into the fuel tank of a notor vehicle.

(5) This section expires the earlier of July 1, 2009, or July 1st
of the fiscal year followng the first calendar year in which the
volune of biodiesel fuel manufactured in Washington exceeds twenty
percent of the total of the volune of diesel fuel and biodiesel fue
manufactured in Wishington, as determned by the departnent, in
consultation with the departnent of comunity, trade, and econonc
devel opnent, using data reported by the federal energy information
adm ni stration.

Sec. 10. RCW82.12.955 and 2003 ¢ 63 s 3 are each anended to read
as follows:

(1) The provisions of this chapter do not apply in respect to the
use of machinery and equi pnent, or to services rendered in respect to
installing, repairing, cleaning, altering, or inproving of eligible
machi nery and equi pnent, or tangi bl e personal property that becones an
i ngredi ent or conponent of mnmachinery and equi pnent used directly for
the retail sale of a biodiesel or alcohol fuel blend.

(2) The provisions of this chapter do not apply in respect to the
use of fuel delivery vehicles including repair parts and repl acenent
parts and to services rendered in respect to installing, repairing,

SHB 2447 p. 12
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cleaning, altering, or inproving the vehicles if at |east seventy-five
percent of the fuel distributed by the vehicles is a biodiesel or
al cohol fuel bl end.

(3) For the purposes of this section, the definitions in RCW
82.04. 4334 and 82. 08. 955 apply.

(4) This section expires the earlier of July 1, 2009, or July 1st
of the fiscal year followng the first calendar year in which the
volune of biodiesel fuel manufactured in Washington exceeds twenty
percent of the total of the volune of diesel fuel and biodiesel fue
manuf actured in WAshington, as determned by the departnent, in
consultation with the departnent of comunity, trade, and econonic
devel opnent, using data reported by the federal energy information
adm ni stration.

NEW SECTION. Sec. 11. RCW 82.68.040 (Additional investnent
projects that qualify for sales and use tax deferral) and 2003 ¢ 261 s
4 are each repeal ed.

NEW SECTION. Sec. 12. (1) Sections 5 and 6 of this act are nul
and void if RCW82.60.050 is effective after June 30, 2004.

(2) Sections 1 through 4 of this act are null and void if RCW
82.60. 050 expires July 1, 2004.

NEW SECTION. Sec. 13. Sections 1 through 4 of this act constitute
a new chapter in Title 82 RCW

NEW SECTION. Sec. 14. This act takes effect July 1, 2004.

~-- END ---
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